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transfer of mineral property by the
partner or partners relinquishing an in-
terest, so that the amounts which each
such partner has deducted or deferred
under sections 615 and 617 of the Inter-
nal Revenue Code of 1954 and section
23(ff) of the Internal Revenue Code of
1939 shall be taken into account.

(e) Examples. The application of the
provisions of this section may be illus-
trated by the following example:

Example 1. A calendar year taxpayer (who
has never claimed the benefits of section 617)
received in 1970 a mineral deposit from X
Corporation upon a distribution in complete
liquidation of the latter under conditions
which make the provisions of section
334(b)(1) applicable in determining the basis
of the property in the hands of the taxpayer.
During the year 1969, X Corporation ex-
pended $60,000 for exploration expenditures
which it elected to treat under section 615(b)
as deferred expenses. Subsequent to the
transfer the taxpayer made similar expendi-
tures for domestic exploration of $250,000 and
$140,000, for the years 1970, and 1971, respec-
tively, which the taxpayer elected to deduct.
In 1972, the taxpayer made expenditures for
domestic exploration of $100,000 and for for-
eign exploration of $50,000. The taxpayer may
deduct the $100,000 domestic exploration ex-
penditures but may not deduct any portion
of the $50,000 of foreign exploration expendi-
tures because the $400,000 limitation of sec-
tion 617(h) applies.

Example 2. In 1971, A and B transfer assets
to a corporation in a transfer to which sec-
tion 351 applied. Among the assets trans-
ferred by A is a mineral lease with respect to
certain coal lands. A has deducted explo-
ration expenditures under section 615 for the
years 1968 and 1969 in the amounts of $50,000
and $100,000, respectively, made with respect
to other deposits not included in the transfer
to the corporation. The corporation is re-
quired to take into account the deductions
previously made by A for purpose of applying
the $400,000 limitation on deduction of for-
eign exploration expenditures. Thus, if in
1970 the corporation incurred $400,000 of for-
eign exploration expenditures, the maximum
which it could deduct under section 617(a) is
$250,000.

[T.D. 7192, 37 FR 12944, June 30, 1972]

§ 1.617–3 Recapture of exploration ex-
penditures.

(a) In general. (1)(i) Except as pro-
vided in subparagraphs (2) and (3) of
this paragraph, if in any taxable year
any mine (as defined in paragraph (c) of
this section) with respect to which de-
ductions have been allowed under sec-

tion 617(a) reaches the producing stage
(as defined in paragraph (c) of this sec-
tion) the deduction for depletion under
section 611 (whether determined under
§ 1.611–2 or under section 613) with re-
spect to the property shall be dis-
allowed for the taxable year and each
subsequent taxable year until the ag-
gregate amount of depletion which
would be allowable but for section
617(b)(1)(B) and this subparagraph
equals the amount of the adjusted ex-
ploration expenditures (determined
under section 617(f)(1) and paragraph
(d) of this section) attributable to the
mine. The preceding sentence shall
apply notwithstanding the fact that
such mine is not in the producing stage
at the close of such taxable year. In the
case of a taxpayer who owns more than
one property in a mine with respect to
which he has been allowed deductions
under section 617(a), the depletion de-
duction described in the second preced-
ing sentence shall be disallowed with
respect to all of the properties until
the aggregate amount of depletion dis-
allowed under section 617(b)(1)(B) is
equal to the adjusted exploration ex-
penditures with respect to the mine. In
the case of a taxpayer who elects under
section 614(c)(1) to aggregate a mine,
with respect to which he has been al-
lowed deductions under section 617(a),
with another mine, no deduction for
depletion will be allowable under sec-
tion 611 with respect to the aggregated
property until the amount of depletion
disallowed under section 617(b)(1)(B)
equals the adjusted exploration ex-
penditures attributable to all of the
producing mines included in the aggre-
gated property.

(ii) If a taxpayer who has made an
election under section 617(a) receives
or accrues a bonus or royalty with re-
spect to a mining property with respect
to which deductions have been allowed
under section 617(a), the deduction for
depletion under section 611 with re-
spect to such bonus or royalty (wheth-
er determined under § 1.611–2 or under
section 613) shall be disallowed for the
taxable year of receipt or accrual and
each subsequent taxable year until the
aggregate amount of the depletion dis-
allowed under section 617(c) and this
section equals the amount of the ad-
justed exploration expenditures with
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